One advantage cited for formal inflation targeting is that by anchoring inflationary expectations this policy framework would aid in the pricing of long-term securities. Long-term interest rates would become less sensitive to temporary shocks to the economy including policy-induced changes in short-term interest rates. This paper examines the experience in this regard of New Zealand and Australia, two countries that have been inflation targeters for many years. Our results are consistent with inflationary expectations having become more firmly anchored after the move to inflation targeting in each country. There is no evidence that the credibility of the inflation-targeting regime in either country weakened during the recent world financial crisis.
Introduction
One often-cited advantage of inflation targeting is that 'with long-term inflationary expectations more firmly anchored, long-term interest rates might jump around a bit less, and businesses and investors might find it easier to draw up long-term contracts'. 1 With long-term inflationary expectations anchored by a credible inflation-targeting regime, rates would respond by less to temporary shocks to the economy including policy-induced changes in short-term interest rates. Australia and New Zealand adopted inflation-targeting regimes in 1994 and 1990, respectively. Here, we examine their experience to see if the above predictions are borne out.
The link between the response of long-term interest rates to changes in monetary policy and the anchoring of inflationary expectations has been an element in the debate in the United States over moving toward an inflation-targeting framework. Ben Bernanke has argued that, 'the apparently high sensitivity of long-term nominal interest rates to Fed actions suggests some uncertainty about the Fed's long-run inflation target'. 2 More broadly, the study of the effects of monetary policy rates on long-term rates under inflation-targeting regimes is of interest for the question of whether inflation targeting matters. Studies such as Ball and Sheridan (2005) , Ball (2011) , Mishkin and SchmidtHebbel (2007) , Dueker and Fischer (2006) , and Levin, Natalucci, and Piger (2004) suggest answers ranging from 'IT (inflation targeting) has played a role in anchoring inflationary expectations and in reducing inflation persistence' (Levin et al., 2004) to 'thus on the heels of a decade of low global inflation, it has been hard to argue that formal inflation targets have led to any divergence between targeters and non-targeters in terms of inflation performance' (Dueker & Fischer, 2006) .
The experience of New Zealand and Australia is of interest from several additional perspectives. New Zealand was regarded, at least for many years, as the strictest inflation-targeting nation. Australia was viewed as having, as Dueker and Fischer (2006) term it, 'a more nebulous charge to keep inflation at levels comparable with those of its major trading partners' (pp. 440À441). 3 Our estimates provide evidence on whether any differences in the targeting regimes had discernible effects on the relationship of long-term rates to the policy rate. Additionally, with regard to procedures, in April of 1999, the Reserve Bank of New Zealand shifted from an operating target of cash settlement balances to control of the overnight interbank cash rate. We examine whether this shift altered the relationship between monetary policy actions and long-term interest rates. Finally, the fact that the monetary policy rate in Australia and New Zealand has been unconstrained by the zero lower bound, allows us to extend the analysis to examine whether the world financial crisis in 2008 weakened the credibility of the inflation-targeting regime in each country as measured by the response of long-term rates to the policy rate.
To highlight a central conclusion, our statistical results indicate that the responses of longer term interest rates to changes in monetary policy rates declined in Australia and New Zealand following the introduction of inflation targeting À an indication that inflationary expectation became better anchored. Comparisons to the United States, a noninflation targeter, do not show that these responses were smaller for the two inflation-targeting countries, as might be expected if inflationary expectations were better anchored. Our results are consistent with inflation-targeting regimes in Australia and New Zealand having resulted in inflationary expectations as well anchored as in the United States compared to less stable pre-inflation-targeting regimes.
The paper proceeds as follows. Section 2 provides background on the inflation-targeting regimes and variances of long-term interest rates in the two countries. Section 3 examines evidence from vector auto regressions (VARs). We test whether there were structural shifts in the coefficients in estimated VARs pre-versus post-adoption of inflation targeting in Australia and New Zealand. Also pre-and post-adoption of inflation targeting, we examine the effects on longer term interest rates from innovations in the policy rate in these countries as measured by impulse response functions. In Section 4, we use data from the days on which the central banks in Australia and New Zealand changed their policy rates to assess the effects of unanticipated changes in the policy rate on longer term interest rates. Section 5 concludes. Table 1 shows the variance of 5-and 10-year government security rates for New Zealand and Australia. Data are monthly and variances are for selected time periods before and after the adoption of inflation targeting in each country. 4 For New Zealand, the pre-inflation-targeting period is April 1985ÀJanuary 1990 line 1) . This is the period from the floating of the New Zealand dollar to the effective date of the Reserve Bank of New Zealand Act in February 1990, the beginning of formal inflation targeting. The period of inflation targeting is February 1990 to October 2012 (line 2). Statistics are also shown for several subperiods. The variance of both interest rates is lower in all the inflation-targeting periods relative to the pre-inflation-targeting period. The decline is greater for the inflation-targeting period cut-off in August 2008 just before the start of the world financial crisis.
Background and descriptive statistics
5 Including the very low interest rate years that followed raises the variance. The Reserve Bank shifted from an operating target of cash settlement balances to control of the overnight interbank cash rate in April 1999. This change in operating procedures resulted in increased transparency. 6 Subperiods starting in April 1999 show markedly lower interest rate variances relative to the pre-inflationtargeting period.
As can be seen from Table 1 (as indicated by asterisks), a test of the equality of the variance of either interest rate in any of the inflation-targeting periods with that for the pre-inflation-targeting period rejects equality at least at the 0.10 level of significance, for many rates and periods at the 0.01 level.
Inflation targeting in Australia dates to Reserve Bank Governor Fraser's statement of 26 September 1994. Thus, for our comparison of variances of Australian interest rates pre-and post-adoption of inflation targeting (Panel B), we compare the period April 1985ÀSeptember 1994 (line 1) to October 1994ÀOctober 2012 (line 2) as well as to the shorter period October 1994ÀAugust 2008 (line 3). For either of these inflation-targeting periods, the variance of the 5-and 10-year interest rate was substantially lower relative to the pre-inflation-targeting period. The hypothesis that the variance of either of the interest rates in either inflation-targeting period was equal to that in the pre-inflation-targeting period is rejected at the 0.01 level of significance.
The post-1990 period up until the world financial crisis was quite stable which may account for lower volatility in interest rates. Table 2 shows the variance of 10-year interest rates in seven OECD countries including New Zealand and Australia for April 1985ÀDecember 1995 compared to two later periods: January 1996ÀOctober 2012 and January 1996ÀAugust 2008. The variance of 10-year interest rates in all the countries in the table was lower for the later period when it ends in August 2008. With the later period extended to 2012, the results were mixed. It is also the case that the inflation-targeting countries in the comparison group do not show markedly greater declines than the United States. The proportionate decline in the variance of the 10-year rate is largest for New Zealand and Australia for both breaks in the sample. Comparing 1985À1995 with 1996À2012, New Zealand and Australia go from having the highest variance of 10-year rate to the lowest variance with the exception of Switzerland. 7 Thus, the decline in volatility of interest rates in New Zealand and Australia does not appear to be due solely to world economic conditions. These two countries with high interest rate volatility converged to the less volatile countries whether the latter were inflation targeters or not.
VAR analysis
This section examines the implications of estimated VARs for effects on longer term interest rates resulting from innovations in monetary policy rates for Australia and New Zealand. We check for evidence of structural shifts in the coefficients of the estimated VARs following the adoption of inflation targeting in each country. We then examine effects on longer term rates from innovations in the policy rates as well as other macroeconomic shocks in these countries as measured by impulse response functions.
The relationship of these VAR estimates to the questions raised in the introduction is the following: if inflation targeting better anchors long-term inflationary expectations, innovations in the overnight cash rate should have less effect on the average of expected future short rates and thus on long-term rates. Thus, the volatility of long-term rates will be reduced. With better anchored inflationary expectations, long-term rates should also be less responsive to the nominal component of innovations in other macroeconomic variables. 8 Thus, the expectation is that if inflation targeting has better anchored inflationary expectations, we will observe statistically significant changes in the parameters of estimated VARs following the adoption of this policy regime. Most directly, we expect changes in impulse responses showing the effect on long-term rates from innovations in the monetary policy rate. The VARs for Australia and New Zealand each contain four variables: the overnight cash rate, a longer term interest rate (2 year, 5 year or 10 year), the exchange rate (value of the Australian or New Zealand dollar in US dollars), and an index of Australian or New Zealand commodity prices, measured in home currency (July 1986 D 100). 10 Interest rates are measured in percent. The exchange rate and commodity price variables are Monthly dummy variables were included to account for seasonality.
Tests for unit roots and co-integration
Tests for unit roots were conducted on each data series. The tests were: the augmented DickeyÀFuller test, ElliottÀRothenbergÀStock-DF-GLS test, PhillipsÀPerron test, and KwiatkowskiÀPhillipÀSchmidtÀShin (KPSS) test. The null is presence of a unit root for the first three tests. The null is stationarity for the last test. For New Zealand, for the logarithmic first difference of the exchange rate and commodity price series, the presence of a unit root is rejected, generally at the 0.01 level, by the first three tests in the sample period and all subsamples that we use. The null of stationarity is never rejected by the fourth (KPSS) test. We therefore assume these series are stationary.
The situation is less clear cut for the interest rate series (policy rate: 2-year, 5-year, and 10-year rates). The presence of a unit root cannot be rejected for at least two out of three unit root tests that we employ for all interest rates for all samples that we consider. For all samples, the null of stationarity is rejected by the KPSS test at least at the 0.10 level. Given the stronger support for the presence of a unit root we assume this to be the case.
For Australia, for log first differences of the exchange rate and commodity price series, a unit root is rejected at the 0.01 level by each of our three tests for all sample periods. Stationarity is not rejected by the KPSS test for any sample period. These series appear to be stationary. In the case of the interest rate series, for the inflation-targeting period a unit root is rejected in about 50% of the tests (three tests each across the four interest rates). Pre-inflation targeting a unit root is not rejected by any of our three tests for any interest rate. Stationarity is, however, rejected by the KPSS test in all sample periods. Thus, the presence of a unit root must be considered as a possibility for the interest rate series.
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Because some of the series may contain unit roots, we test for co-integration. Table 3 reports the Johansen co-integration test results for the null that there are no co-integrating vectors. The reported p-values in the table indicate clear rejection of the null of no cointegration at the 0.01 level for all samples and all interest rates in New Zealand and Australia. This is consistent with a co-integrating vector between the two possibly non-stationary variables À the interest rates in each of our VARs. Sims, Stock, and Watson (1990) and Lutkepohl and Reimers (1992) argue that if part of a system consists of series that contain unit roots but the system is co-integrated, as appears to be the case with our data, VAR estimates will be consistent.
Tests for structural breaks
If the move to inflation targeting caused long-term interest rates to become less sensitive to changes in the monetary policy rate as well as other shocks, we would expect the coefficients in the VARs we estimate to differ pre-and post-adoption of inflation targeting. To test for this, we perform several of Chow's structural break tests. 12 The results are shown in Table 4 for Australia and New Zealand. The tests are for a structural break preand post-adoption of inflation targeting in each country. For New Zealand, we also test for a structural break within the inflation-targeting period when the Reserve Bank switched from cash settlement balances to the overnight interbank cash rate as an operating target in April 1999. For each test, there are two VARs: one where the long-term interest rate is the 5-year rate and one with the 10-year rate. The table shows the significance level (p-value) for a break between the two periods in the test.
The first test is for a structural break in the multi-equation VAR system (the first column). For each break point, evidence of a structural break is strong (p-value 0.000). The other two tests are for changes in the coefficients in individual equations in the VAR. The first is for the equation for the long-term rate in each VAR (the second column). For Australia, the test shows evidence of a significant break for the equation for the 5-year but not for the 10-year rate. For New Zealand, there is evidence of a significant break at the 0.01 level pre-and post-inflation targeting for both long-term rates. For the break in New Zealand, at the date of the change in operating target, the test indicating a break is significant only at the 0.10 level for the 5-and 10-year rate equations.
The second single equation test is for the policy rate equation in each country (the third column). The Chow test indicates a break at the 0.01 level in both countries pre-versus post-adoption of inflation targeting for VARs containing either the 5-year or 10-year interest rates. There is a weaker evidence of a break for New Zealand with the change in operating target in 1999.
The test statistics in Table 4 suggest significant changes in the coefficients in VARs pre-and post-adoption of inflation targeting in both Australia and New Zealand.
Impulse response functions
Impulse response functions are computed using the method of Pesaran and Shin (1998) to identify the shocks in the VAR. These generalized impulse response functions are insensitive to the ordering of the variables. For the VARs, the lag length chosen by the Bayesian information criterion is 1. 13 The impulse responses are to a one-percentage point change in the level of an interest rate or one percent change in the exchange rate or commodity price index. In the figures, the impulse response function is the solid line; dotted lines indicate confidence bands (plus6 minus two standard deviations). Response of CPI to CPI Figure 1 . Impulse response functions: New Zealand, 5-year rate, February 1990ÀOctober 2012.
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Representative impulse response functions for New Zealand and Australia are shown in Figures 1 and 2 . For each country, the VAR is estimated from the beginning of inflation targeting to October 2012. Thus, the starting point for New Zealand is February 1990 and October 1994 for Australia. In each figure, the long-term interest rate is the 5-year rate. Out interest is primarily in the response of the longer term interest rates to the policy rate À the row 2Àcolumn 1 cell of each panel. Thus, for other sample periods and maturities we show only that panel.
Some comments on the complete set of impulse response functions as shown in Figures 1  and 2 are merited. For New Zealand (Figure 1) , the effects of a one-percentage point shock in policy rate (interbank rate) on the exchange rate and commodity price measures are short-lived. In the case of the exchange rate, the effect of the interbank rate is negative but insignificant. 15 The commodity price index responds positively but briefly and with marginal significance. 16 With respect to the main variable of interest, Figure 1 shows that the 5-year interest rate rises initially by 0.10 percentage points in response to a one percentage point increase in the interbank rate. The 5-year rate returns to its initial level after approximately 15 months; the response is significant for approximately six months. Impulse response functions for Australia are shown in Figure 2 . The pattern is similar to that for New Zealand. The initial response of the 5-year rate to the policy rate is smaller, approximately 0.05 percentage points per one percentage point. The response dies out after approximately 12 months (significant for 5 months).
Two features of these impulse responses are of interest. First, the interbank rate process shows considerable persistence (the 1 £ 1 panel of each figure). Second, there is a strong response of the interbank rate to the 5-year rate (1 £ 2 panel of each figure). Response of INTERBANK to CPI Figure 4. Impulse response functions: market rates to interbank rate: selected time periods for Australia. Note: Data for the 2-year interest rate does not go far enough back to estimate the VAR for the preinflation-targeting period. Thus, the 1 £ 1 cell in the figure is blank.
Effects on long-term rates of shocks to the policy rate
Figures 3 and 4 show impulse response functions for several time periods for 2-, 5-, and 10-year interest rates.
New Zealand
For New Zealand, in addition to the 1990À2012 period in Figure 1 , Figure 3 shows impulse responses for the pre-inflation-targeting period (April 1985ÀJanuary 1990 , for the period of inflation targeting after the adoption of the overnight cash rate as the shortrun operating target (April 1999ÀOctober 2012) and a period (February 1990ÀAugust 2008 that ends with the onset of the world financial crisis. The impulse response functions reveal two patterns. First, moving across a row of the figure, we see that as the term to maturity increases (from 2 to 5 to 10 years) the response of the interest rate to a one-percentage point shock to the policy rate declines. Second, for the first three rows, as we look down a column (going from pre-IT to the whole IT period to post-1999), the response of longer term interest rates to a shock declines at each maturity. In the case of the 5-year rate, for example, the (initial) response to a one-percentage point change in the policy rate is approximately: 0.25 percentage points pre-inflation targeting; 0.10 percentage points for the February 1990ÀOctober 2012 period; and 0.05 percentage points for the April 1999ÀOctober 2012 period (following the change in operating procedure).
The last row of Figure 3 shows the result of cutting the inflation-targeting sample off in August 2008 to exclude the world financial crisis and recession. The impulse response functions do not indicate a substantial change in the magnitude of the responses of longer term interest rates to a change in the policy rate. Figure 4 shows responses of three longer term interest rates to a one-percentage point shock in the policy (interbank) rate in Australia. The panels in the first two rows of the figure compare periods before (April 1985ÀSeptember 1994 and after (October 1994ÀOctober 2012) the adoption of inflation targeting. The pattern is similar to that for New Zealand. The response of longer term interest rates to the policy rate declines with term to maturity and is markedly smaller post-adoption of inflation targeting. 17 The panels in the third row of the figure show impulse responses where the inflation-targeting period is cut off at the start of the world financial crisis in fall 2008. This has no discernible effect on the magnitude of the responses of long-term interest rates to changes in the policy rate.
Australia
A comparison of Figures 3 and 4 indicates that for the inflation-targeting periods the responses of longer term interest rates to the monetary policy rate in the two countries were of roughly the same magnitude and duration, with the responses for Australia slightly smaller.
Comparison to previous US VAR analysis
How do the impulse response functions in this section compare with impulse response functions from previous studies for the United States, a non-inflation-targeting country? Summarizing the US results Evans and Marshall (1998) state, 'A contractionary policy shock induces a pronounced but short-lived response of short-term rates. The response declines monotonically with maturity; long-term rates are virtually unaffected.' An additional finding from VAR analysis for the United States is that the estimated responses of long-term interest rates to innovations in the federal funds rate are lower for the post-1987 period relative to pre-1979 and still lower for the post-1994 years (Berument & Froyen, 2006 . The Federal Reserve's greater emphasis on inflation post-1979 and greater transparency in the 1990s are possible reasons for this decline, reflecting greater anchoring of inflationary expectations. Overall, VAR estimates do not show larger responses of long-term interest rates to the innovations in the policy rate in the United States relative to Australia or New Zealand. 18 
Effects of policy rate surprises
In this section, an alternative method is used to examine the effects that unanticipated changes in monetary policy rates have on longer term rates.
Measuring policy rate surprises for New Zealand and Australia
To study the effect of unanticipated (or surprise) changes in monetary policy rates, a method is needed to distinguish between anticipated and unanticipated actions. For United States monetary policy Kuttner (2001) used data from the federal funds futures market to measure market anticipations of policy actions. An equivalent futures market does not exist for New Zealand. Cochrane and Piazzesi (2002) and Ellingsen, S€ oderstr€ om, and Masseng (2004) measure the unanticipated (or surprise) component of a policy action as the change in a 30-day interest rate from just before to just after the change in the policy rate. We follow this approach for New Zealand and Australia. 19 The logic motivating this measure is that the 30-day rate, which reflects expectations of overnight rates for the next 30 days and a term premium, will change with only the unanticipated component of changes in the policy rate.
Reserve Bank of New Zealand policy actions are announced in the morning before financial markets open. 20 Therefore, we measure the surprise component of a change in the Reserve Bank's official cash rate (OCR) (DRU) by the change in the 30-day rate on the day (t) of the policy announcement (day(t) À day(t À 1)). 21 We then regress the change in each of the longer term rates (DRL) on this measure of the policy surprise. The same procedure is used to measure policy rate surprises for Australia. The timing is the same: the change in the 30-day rate on the day of the policy announcement from the previous day because the Reserve Bank announces a change well before the close of the market.
Thus, for both countries we estimate
Results are shown in Table 5 .
Estimates for New Zealand
Estimates for New Zealand are shown in panel A of Table 5 . The estimates in column 1 are for the sample period April 1999ÀAugust 2013, the whole period during which the official cash rate was the operating target. The sample period for the estimates in column 2 also starts in April 1999 but ends in August 2008. The t-statistic for coefficient is in parentheses.
From the estimates in the first column of the table, it can be seen that for the whole sample, an unanticipated one-percentage point change in OCR (as measured by the same day change in the 30-day rate) changes longer term rates by an amount that declines monotonically with term to maturity. The effect ranges from 0.832 percentage points for the 1-year rate to 0.438 percentage points for the 5-year rate to 0.249 percentage points for the 10-year rate.
The estimates in column 2 of Table 5 for the sample truncated at the start of the financial crisis, show effects on longer term interest rates that differ only slightly from those in the whole sample. The estimated effect of an unanticipated one-percentage point change in OCR on the 10-year rate, for example, is 0.229 percentage points compared to 0.249 for the whole sample, approximately 2 basis points.
Estimates for Australia
Panel B of Table 5 shows estimated effects on longer term interest rates from unanticipated changes in the Australian policy rate. The sample in the first column is April 1999ÀAugust 2013. The estimate in the second column is for a sample with the same starting point but ending in August 2008. 22 As with the estimates for New Zealand, an unanticipated one-percentage point change in the policy rate has an estimated effect on longer term rates that declines with term to maturity. For the longer sample period, the effect ranges from 0.828 for the 1-year rate to 0.349 for the 5-year rate to 0.138 for the 10-year rate. For the sample truncated in August 2008, these effects are only slightly lower (if statistically significant).
Implications for the anchoring of inflationary expectations
The estimates in Table 5 indicate that unanticipated changes in policy rate in New Zealand and Australia have statistically significant effects on longer term rates that decline monotonically with term to maturity. 23 While substantial, these effects do not appear inconsistent with inflationary expectations being well anchored in the two countries. As can be seen from the impulse responses in Figures 1 and 2 (column 1Àrow 1) , innovations in the policy rate exhibit a high degree of persistence in both countries. A surprise change in the policy rate would rationally be expected to persist increasing the impact on longer term rates. The estimates in Table 5 and the impulse response functions in the previous section also bear on the question raised in the introduction of whether differences in inflation-targeting procedures in Australia and New Zealand had discernible effects on the response of long-term interest rates to monetary policy actions in the two countries. Early on the New Zealand regime was quite strict. The policy target agreement specified that the goal was a 'stable general level of prices' with an annual rise in the CPI of 0% to 2%. Bernanke, Laubach, Mishkin, and Posen (1999) wrote that 'in contrast to New Zealand's targeting framework . . . the Reserve Bank of Australia emphasized flexibility in all aspects of its operations from the definition of the target to recognition of its discretion in responding to shocks' (p. 223). Over time, however, there was convergence in the procedures of the two central banks. Currently, the New Zealand policy targets agreement specifies a target rate of inflation of 1%À3% over the medium term while Australia has 'an inflation target and seeks to keep consumer price inflation in the economy to 2%À3% on an average over the medium term'.
A comparison to the effects of surprise changes of the United States policy rate provides an additional perspective. Panel C of Table 5 shows estimated effects on longer term interest rates of an unanticipated change in the United States federal funds target rate. The unanticipated change in the federal funds target rate is measured in the same way as for Australia and New Zealand, by the same day effect of the target rate change on the 30-day bill rate. 24 As can be seen from the table, the effects on longer term rates were lower in the United States than in Australia or New Zealand with the exception of the effect on the 10-year rate relative to that in Australia. 25 The results in Table 5 appear consistent with well-anchored inflationary expectations in Australia and New Zealand over the period up to and continuing through the recent world financial crisis. The estimates do not provide evidence of better anchoring of inflationary expectations in New Zealand and Australia relative to the United States, a noninflation-targeting country, but one with a record of low and stable inflation over the years considered.
Conclusion
This paper examines evidence from Australia and New Zealand on whether inflation targeting lessened the response of long-term interest rates to shocks to the monetary policy rate, thus reducing the volatility of these rates. The summary statistics in Section 2 show that the variance of longer term market interest rates declined sharply in both countries after their move to inflation targeting (at different points) in the 1990s.
Estimated VARs for the two countries show evidence of significant shifts in their coefficients pre-and post-adoption of inflation targeting. The impulse response functions presented in Section 3 indicate that estimated responses of longer term interest rates to innovations in the New Zealand and Australia policy rates declined following the introduction of inflation targeting, a finding consistent with long-term inflation expectations being more firmly anchored under inflation targeting. For New Zealand, these estimated responses decline further for the 1999À2012 period following a shift in the operating target from cash settlement balances to the interbank interest rate (OCR) in April 1999. Greater transparency resulting from the change is a plausible explanation for the change exhibited in the impulse response functions.
In Section 4, we examined the same day effect of unanticipated changes in the New Zealand and Australian policy rates. The estimated effects shown in Table 5 indicate that in both countries surprise changes in the policy rates have significant effects on longer term rates that decline monotonically with term to maturity. These effects while substantial do not seem inconsistent with inflationary expectations being well anchored in the two countries, given the persistence in the pattern of changes in the policy rate.
Impulse response functions (Figures 3 and 4) and the same-day effects of unanticipated changes in policy rates (Table 5) were also estimated for both the countries for a sample period truncated at the beginning of the financial crisis in fall 2008. These estimates differed very little from those for the full sample. There was a little indication of a weakened credibility of these inflation-targeting regimes during and after the crisis.
With respect to cross-country comparisons, overall our results do not indicate that at times stricter inflation-targeting regime in New Zealand relative to Australia has resulted in better anchored inflationary expectations. This may reflect a convergence in the regimes over the whole of our sample. The other cross-country comparisons have been made between the United States and the two inflation-targeting countries. Comparisons of the effects on longer term rates from unanticipated changes in monetary policy rates, whether measured from impulse response functions ( Figures 3 and 4 compared to previous estimates for the United States) or same-day effects (Table 5 , Panels A and B compared to Panel C), do not show smaller effects for the inflation-targeting countries, as might be expected had inflationary expectations been better anchored. Our results are, however, consistent with inflation-targeting regimes in Australia and New Zealand having resulted in inflationary expectations as well anchored as in the United States À a substantial change from less stable pre-inflation-targeting regimes.
